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Changes To Note

The Taxpayer Relief Act of 1997 (“The Act”)
made changes to the tax law for corporations.
Some of the changes are discussed below.

» The holding period for the dividends-received
deduction has been changed. Generally, for
dividends received or accrued after September
4, 1997, a corporation is not entitled to a
dividends-received deduction if the dividend
paying stock is held less than 46 days during
the 90—day period beginning 45 days before
the stock becomes ex-dividend with respect to
the dividend. For more information, including
transitional rules and special rules for dividends
on preferred stock, see the instructions for
Schedule C, line 12 and Act section 1015.

» The carryback and carryforward period for
net operating losses (NOLs) have changed.
Generally, NOLs that occur in tax years
beginning after August 5, 1997, are carried
back two years and then forward to each of the
20 taxable years following the year of the loss.
Certain corporations that qualify as “small
businesses” or that are engaged in the trade
or business of farming may use a 3-year
carryback period for losses attributable to
Presidentially declared disasters. For more
information, see Act section 1082.

» For tax years ending after August 5, 1997,
commodities dealers and traders in
commodities and securities may make an
election to use the mark-to-market accounting
method. For more information, see Act section
1001.

» The Act imposed additional limitations on the
deduction of premiums and interest on debt
with respect to life insurance, annuity, or
endowment contracts. The Act also reduces
interest deductions that are allocable, under
proration rules described in new section 264(f),
to the unborrowed policy cash values of certain
life insurance, endowment, or annuity contracts
issued or deemed dissued after June 8, 1997.
These proration rules generally apply to life
insurance, endowment, or annuity contracts
with a direct or indirect business beneficiary,
regardless of whether the business is listed as
a policyholder or beneficiary on the policy. For
more information, see section 264.

» The penalty for failure to make electronic
deposits of depository taxes using the
Electronic Federal Tax Payment System
(EFTPS), has been temporarily waived for filers
who were first required to use EFTPS on or
after July 1, 1997. For more information, see
Electronic Deposit Requirement  on page 4.
» Employers that paid wages to qualified
long-term family assistance (AFDC or its
successor program) recipients who began work
after December 31, 1997, may qualify to claim
the welfare-to-work credit under new section
51A. The credit is figured on Form 8861,
Welfare-to-Work Credit.

» The research credit has been extended for
amounts paid or incurred through June 30,

1998. For details, get Form 6765, Credit for
Increasing Research Activities.

» The orphan drug credit has been
permanently extended. For details, get Form
8820, Orphan Drug Credit.

» The work opportunity credit has been
extended for wages paid to qualified individuals
who begin work for the employer before July
1, 1998. For details, get Form 5884, Work
Opportunity Credit.

How To Get Forms and
Publications

Personal computer.— Visit the IRS's Internet
Web Site at www.irs.ustreas.gov to get :
« Forms and instructions
« Publications
» IRS press releases and fact sheets.

You can also reach us using:
» Telnet at iris.irs.ustrea.gov
 File Transfer Protocol at ftp.irs.ustreas.gov
«» Direct Dial (by modem) — Dial direct to the
Internal Revenue Information Services (IRIS)
by calling 703-321-8020 using your modem.
IRIS is an on-line information service on
FedWorld.
CD-ROM.— A CD-ROM containing over 2,000
tax products (including many prior-year forms)
can be purchased from the Government
Printing Office (GPO). To order the CD-ROM,
call the Superintendent of Documents at
202-512-1800, or go through GPO's Internet
Web Site (www.access.gpo.gov/su_docs).
By phone and in person.— To order forms
and publications, call 1-800-TAX-FORM
(1-800-829-3676) between 7:30 a.m. and 5:30
p.m. on weekdays. You can also get most
forms and publications at your local IRS office.

General Instructions

Purpose of Form

Use Form 1120-F to report the income, gains,
losses, deductions, credits, and to figure the
U.S. income tax liability of a foreign
corporation. Also, use Form 1120-F to claim
any refund that is due.

Who Must File

Unless one of the exceptions in Who Does Not
File Form 1120-F below applies, every foreign
corporation must file Form 1120-F if, during the
tax year, it:

» Overpaid income tax that it wants refunded.
» Engaged in a trade or business in the United
States, whether or not it had income from that
trade or business.

» Had income, gains, or losses treated as if
they were effectively connected with that U.S.
trade or business. See Section Il on page 7 for
the definition of effectively connected income.
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» Had income from any U.S. source (even if its
income is tax exempt under an income tax
treaty or code section).

Others that must file Form 1120-F:

» A Mexican or Canadian branch of a U.S.
mutual life insurance company. The branch
must file Form 1120-F on the same basis as
a foreign corporation if the U.S. company
elects to exclude the branch's income and
expenses from its own gross income.

« Areceiver, assignee, or trustee in dissolution
or bankruptcy, if that person has or holds title
to virtually all of a foreign corporation's property
or business. Form 1120-F is due whether or
not the property or business is being operated.
» An agent in the United States, if the foreign
corporation has no office or place of business
in the United States when the return is due.
Treaty Exemption.— If the corporation does
not owe any tax because it is claiming a treaty
exemption, it must still file Form 1120-F as
follows to show that the income was exempted
by treaty:

» Complete the identifying information at the
top of page 1.

« Complete Item W at the bottom of page 5.

If the foreign corporation does not owe the
branch profits tax or the tax on excess interest
because it is claiming a treaty exemption:

» Complete Item W.

» Attach a statement explaining why the
corporation is a qualified resident or otherwise
qualifies for treaty benefits.

Note: An exemption from tax under Section Il
based on the permanent establishment article
of an income tax treaty does not necessarily
exempt the corporation from the branch profits
tax.

Consolidated returns.— A foreign corporation
cannot belong to an affiliated group of
corporations that files a consolidated return
unless it is a Canadian or Mexican corporation
maintained solely for complying with the laws
of Canada or Mexico for title and operation of
property.

Who Does Not File Form 1120-F

A foreign corporation does not need to file
Form 1120-F if any of the following apply:

« Its only income is not subject to U.S. taxation
under section 881(d).

« It is a beneficiary of an estate or trust
engaged in a U.S. trade or business, but would
itself otherwise not need to file.

« |t files Form 1120-L, U.S. Life Insurance
Company Income Tax Return, as a foreign life
insurance company, or Form 1120-PC, U.S.
Property and Casualty Insurance Company
Income Tax Return, as a foreign property and
casualty insurance company.

« It did not engage in a U.S. trade or business
during the year, and its full U.S. tax was
withheld at source.

« It has filed Form 8279, Election To Be
Treated as a FSC or as a Small FSC, and the



election is still in effect. These corporations
must file Form 1120-FSC, U.S. Income Tax
Return of a Foreign Sales Corporation.

When To File

No Office or Place of Business in The
u.S.

If the foreign corporation does not maintain an
office or place of business in the United States
it must :

» File Form 1120-F by the 15th day of the 6th
month after the end of its tax year; OR

» File Form 7004, Application for Automatic
Extension of Time To File Corporation Income
Tax Return to request a 6-month extension of
time to file.

Note: The extension does not extend the time
for payment of tax. If the tax is paid after the
15th day of the 6th month after the end of its
tax year, the corporation must pay interest on
the late payment and a penalty for late
payment of tax may apply. See Interest and
Penalties beginning on page 4.

Foreign Corporation With An Office in
The U.S.

A foreign corporation that does maintain an
office or place of business in the United States
must:

» File Form 1120-F by the 15th day of the 3rd
month after the end of its tax year; OR

» Get an extension of time to file.

Extension of time to fle.— The corporation
may:

1. File Form 7004 by the 15th day of the
3rd month after the end of its tax year to obtain
a 6-month extension.

Note: The extension granted by the timely
filing of Form 7004 does not extend the time for
payment of the tax. If the tax is paid after the
15th day of the 3rd month following the close
of the corporation's tax year, the corporation
must pay interest on the late payment and is
subject to the penalty for late payment of tax.

2. Get a 3—-month extension by attaching to
Form 1120-F the statement described in
Regulations section 1.6081-5. If this option is
chosen, the corporation is not required to file
Form 7004 unless it needs additional time
beyond the 3-month extension period. If
additional time is needed, file Form 7004
before the end of the 3-month extension period
to obtain up to an additional 3 months to file.

If Form 7004 is not filed by the expiration of the
3-month extension period, and the corporation
files its income tax return after such period, it
may be liable for the penalty for late filing of
return described on page 5. In no event may
the total extension period exceed 6 months
from the original due date of the return (i.e., the
return must be filed by the 15th day of the 9th
month after the end of its tax year). See Rev.
Rul. 93-85, 1993-2 C.B. 297.

The corporation is still required to pay the
tax due by the 15th day of the 3rd month after
the end of its tax year. If it does not, the
corporation must pay the interest on the late
payment but is not subject to the penalty for
late payment of tax if it pays the tax due by the
15th day of the 6th month after the end of its
tax year.

Important:  The options described in 1 and 2
above are mutually exclusive. Thus, for
example, a corporation that chooses the option
described in 1 to extend the time to file may
not later choose the option described in 2.
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Other Filing Requirements

» A new corporation filing a short-period return
must generally file by the 15th day of the 3rd
month after the short period ends.

» A corporation that has dissolved must
generally file by the 15th day of the 3rd month
after the date it dissolved.

« If the due date of any filing falls on a
Saturday, Sunday, or legal holiday, the
corporation may file on the next business day.
» Form 1120-F must be filed on a timely basis
and in a true and accurate manner in order for
a foreign corporation to take deductions and
credits against its effectively connected
income. For these purposes, Form 1120-F is
generally considered to be timely filed if it is
filed no later than 18 months after the due date
of the current year's return. An exception may
apply to foreign corporations that have yet to
file Form 1120-F for the preceding tax year.

« A foreign corporation is allowed the following
deductions and credits regardless of whether
Form 1120-F is timely filed:

1. The charitable contributions deduction
(page 3, Section I, line 19);

2. The credit from Form 2439 (page 1, line
6f);

3. The credit for Federal tax on fuels (page
1, line 6g); and

4. U.S. income tax paid or withheld at
source (page 1, line 6h).
See Regulations section 1.882-4 for details.

Private Delivery Services

You can use certain private delivery services
designated by the IRS to meet the “timely
mailing as timely filing/paying” rule for tax
returns and payments. The IRS publishes a list
of the designated private delivery services in
September of each year. The list published in
September, 1997 includes only the following:
» Airborne Express (Airborne): Overnight Air
Express Service, Next Afternoon Service,
Second Day Service.
» DHL Worldwide Express (DHL): “Same Day”
Service, DHL USA Overnight.
» Federal Express (FedEx): FedEx Priority
Overnight, FedEx Standard Overnight, FedEx
2 Day.
» United Parcel Service (UPS): UPS Next Day
Air, UPS Next Day Air Saver, UPS 2nd Day
Air, UPS 2nd Day Air A.M.

The private delivery service can tell you how
to get written proof of the mailing date.

Where To File

File Form 1120-F with the Internal Revenue
Service Center, Philadelphia, PA 19255.

Who Must Sign

The return must be signed and dated by:

» The president, vice president, treasurer,
assistant treasurer, chief accounting officer; or
» Any other corporate officer (such as tax
officer) authorized to sign.

Receivers, trustees, or assignees must also
sign and date any return filed on behalf of a
corporation.

If a corporate officer completes Form
1120-F, the Paid Preparer's space should
remain blank. Anyone who prepares Form
1120-F but does not charge the corporation
should not sign the return. Generally, anyone
who is paid to prepare the return must sign it
and fill in the Paid Preparer's Use Only area.

The paid preparer must complete the
required preparer information and—

» Sign the return, by hand, in the space
provided for the preparer's signature (signature
stamps or labels are not acceptable).

» Give a copy of the return to the taxpayer.

Other Forms, Returns,
Schedules, and Statements
That May Be Required

A foreign corporation may have to file some of
the following forms. See the forms for more
information.

Information Returns

Form 1098, Mortgage Interest Statement, is
used to report the receipt from any individual
of $600 or more of mortgage interest and
points in the course of the corporation's trade
or business for any calendar year.

Forms 1099-A, B, C, DIV, INT, LTC, MISC,
MSA, OID, PATR, R, and S. Use these forms
to report the following:

» Acquisitions and abandonments of secured
property through foreclosure;

» Proceeds from broker and barter exchange
transactions;

» Cancellation of a debt;

» Certain dividends and distributions;

» Interest income;

» Certain payments made on a per diem basis
under a long-term care insurance contract, and
certain accelerated death benefits;

» Miscellaneous income (e.g., payments to
certain fishing boat crew members, payments
to providers of health and medical services,
miscellaneous income payments, and
non-employee compensation;

« Distributions from a medical savings account;
» Original issue discount;

« Distributions from cooperatives to their
patrons;

« Distributions from retirement and
profit-sharing plans, IRAs, SEPs, SIMPLEs,
and insurance contracts;

* Proceeds from real estate transactions.
Form W-2, Wage and Tax Statement, and
Form W-3, Transmittal of Income and Tax
Statements, is used to report withheld income,
social security, and Medicare taxes for an
employee.

Form 5498, IRA, SEP, or SIMPLE Retirement
Plan Information, is used to report contributions
(including rollover contributions) to an IRA,
SEP, or SIMPLE, and the value of an IRA,
SEP, or SIMPLE account.

Form 8300, Report of Cash Payments Over
$10,000 Received in a Trade or Business, is
filed to report the receipt of more than $10,000
in cash or foreign currency in one transaction
or a series of related transactions.

Note: To transmit Forms 1098, 1099, and
5498, get Form 1096, Annual Summary and
Transmittal of U.S. Information Returns.

Employment Tax Returns

Form 940 or Form 940-EZ, Employer's Annual
Federal Unemployment (FUTA) Tax Return, is
used to report annual Federal unemployment
(FUTA) tax. The tax applies if the corporation
either:

« Paid wages of $1,500 or more in any
calendar quarter in 1996 or 1997; or

» Had at least one employee who worked for
the corporation for some part of a day in any
20 or more different weeks in 1996 or 20 or
more different weeks in 1997.

Form 941, Employer's Quarterly Federal Tax
Return, is filed by employers quarterly to report
payroll income tax withheld and employer and



employee social security and Medicare taxes.
Agricultural employees must file Form 943,
Employer's Annual Tax Return for Agricultural
Employees, instead of Form 941. Also, see
Trust fund recovery penalty on page 5.
Form 945, Annual Return of Withheld Federal
Income Tax, is filed to report income tax
withholding from nonpayroll distributions or
payments (e.g., pensions, annuities, IRAs,
military retirement, gambling winnings, Indian
gaming profits, and backup withholding). Also,
see Trust fund recovery penalty on page 5.
Form 720, Quarterly Federal Excise Tax
Return, is used to report and pay:

» The luxury tax on passenger vehicles;

« Environmental excise taxes;

» Communications and air transportation
taxes;

« Fuel taxes;

» Manufacturers' taxes;

» Ship passenger taxes; and

« Certain other excise taxes.

Other Forms

Form 8264, Application for Registration of a
Tax Shelter, is used to apply for a tax shelter
registration number (used by tax shelter
organizations).

Form 8271, Investor Reporting of Tax Shelter
Registration Number, is used to report a
registered tax shelter's registration number.
This form must be filed with any return on
which a deduction, loss, credit, or other tax
benefit is claimed or reported (or any income
is reported) from an interest in a tax shelter.
The requirement applies to all returns, including
applications for tentative refund (Form 1139)
and amended returns.

Form 8275, Disclosure Statement, and Form
8275-R, Regulation Disclosure Statement, are
used to disclose items or positions taken on a
tax return that are not otherwise adequately
disclosed on the tax return, or that are contrary
to Treasury regulations (to avoid parts of the
accuracy-related penalty or certain preparer
penalties).

Form 8594, Asset Acquisition Statement Under
Section 1060, is used to report the purchase
or sale of a group of assets that constitute a
trade or business if goodwill or going concern
value attach to the assets.

Form 8697, Interest Computation Under the
Look-Back Method for Completed Long-Term
Contracts, is used to figure the interest due or
to be refunded under the look-back method of
section 460(b)(2). The look-back method
applies to certain long-term contracts
accounted for under the percentage of
completion or percentage of
completion-capitalized cost method.

Form 8810, Corporate Passive Activity Loss
and Credit Limitations, is used to figure
allowable passive activity loss and credit for
closely held or personal service corporations.
Form 8817, Allocation of Patronage and
Nonpatronage Income and Deductions, is used
to figure and report patronage and
nonpatronage income and deductions (used by
taxable cooperatives).

Form 8842, Election to Use Different
Annualization Periods for Corporate Estimated
Tax, is used to elect one of the annualization
periods in section 6655(e)(2)(C) to figure
estimated tax payments under the annualized
income installment method.

Form 8849, Claim for Refund of Excise Taxes,
is used to claim a refund of:

» Excise taxes reported on Forms 720, 730,
or 2290; and

» Excise taxes on fuels, chemicals and other
articles that are later used for nontaxable

purposes, or for which there is a reduced rate
of tax.

Schedule PH (Form 1120), U.S. Personal
Holding Company Tax. See Line 4. Personal
Holding Company Tax, on page 6.

International Forms

Form 1042, Annual Withholding Tax Return for
U.S. Source Income of Foreign Persons, and
Form 1042-S, Foreign Person's U.S. Source
Income Subject to Withholding, are used to
report and send withheld tax on payments or
distributions made to nonresident alien
individuals, foreign partnerships, or foreign
corporations. Also, see sections 1441 and
1442, and Pub. 515, Withholding of Tax on
Nonresident Aliens and Foreign Corporations.
Form 5471, Information Return of U.S.
Persons With Respect to Certain Foreign
Corporations, is filed by certain officers,
directors, and shareholders of foreign personal
holding companies to report the requirements
of sections 551(c) and 6035. For more
information, see Form 5471 and its instructions.
Form 5472, Information Return of a 25%
Foreign-Owned U.S. Corporation or a Foreign
Corporation Engaged in a U.S. Trade or
Business, is filed by a foreign corporation
engaged in a U.S. trade or business that had
certain reportable transactions with a related
party. See Form 5472 for filing instructions and
information for failure to file and maintain
records.

Form 5713, International Boycott Report, must
be filed if the corporation had operations in or
related to a “boycotting” country, company, or
national of a country.

Form 8288, U.S. Withholding Tax Return for
Dispositions by Foreign Persons of U.S. Real
Property Interests, and Form 8288-A,
Statement of Withholding on Dispositions by
Foreign Persons of U.S. Real Property
Interests. Use these forms to report and
transmit withheld tax on the sale of U.S. real
property by a foreign person. However, for
distributions described in Regulations section
1.1445-8, use Forms 1042 and 1042-S. See
section 1445 and the related regulations for
additional information.

Form 8621, Return by a Shareholder of a
Passive Foreign Investment Company or
Qualified Electing Fund, is filed by a
corporation that was a shareholder in a passive
foreign investment company (as defined in
section 1296) at any time during the tax year.

Statements

Stock ownership in foreign corporations.—
Attach the statement required by section 551(c)
if:

» The foreign corporation owned 5% or more
in value of the outstanding stock of a foreign
personal holding company; and

» The corporation was required to include in its
gross income any undistributed foreign
personal holding company income from a
foreign personal holding company.

Transfers to a corporation controlled by the
transferor.— If a person receives stock of a
corporation in exchange for property, and no
gain or loss is recognized under section 351,
the person (transferor) and the transferee must
each attach to their tax returns the information
required by Regulations section 1.351-3.
Statements instead of schedules.—  If the
foreign corporation has no gross income for the
tax year, do not complete the Form 1120-F
schedules. Instead, attach a statement to the
return showing the types and amounts of
income excluded from gross income.

Attachments

Attach Form 4136, Credit for Federal Tax Paid
on Fuels, after page 6, Form 1120-F. Attach
schedules in alphabetical order and other forms
in numerical order after Form 4136.

Complete every applicable entry space on
Form 1120-F. Do not write “See attached”
instead of completing the entry spaces. If more
space is needed on the forms or schedules,
attach separate sheets, using the same size
and format as on the printed forms. Show the
totals on the printed forms. Attach these
separate sheets after all the schedules and
forms. Be sure to put the corporation's name
and EIN on each sheet.

Accounting Methods

An accounting method is a set of rules used to
determine when and how income and
expenses are reported.

Figure taxable income using the method of
accounting regularly used in keeping the
corporation's books and records. Generally,
permissible methods include:

« Cash,
» Accrual, or
» Any other method authorized by the Internal
Revenue Code.

In all cases, the method used must clearly
show taxable income.

Generally, a corporation (other than a
qualified personal service corporation) must
use the accrual method of accounting if its
average annual gross receipts exceed $5
million. See section 448(c). A corporation
engaged in farming operations must also use
the accrual method. For exceptions, see
section 447.

Under the accrual method, an amount is
includible in income when:

» All the events have occurred that fix the right
to receive the income, and

» The amount can be determined with
reasonable accuracy.

See Regulations section 1.451-1(a) for details.
Generally, an accrual basis taxpayer can
deduct accrued expenses in the tax year when:

«» All events that determine the liability have
occurred,

» The amount of the liability can be figured with
reasonable accuracy, and

« Economic performance takes place with
respect to the expense.

There are exceptions to the economic
performance rule for certain items, including
recurring expenses. See section 461(h) and the
related regulations for the rules for determining
when economic performance takes place.

Long-term contracts (except for certain real
property construction contracts) must generally
be accounted for using the percentage of
completion method described in section 460.
See section 460 for general rules on long-term
contracts.

Mark-to-market accounting method for

dealers in securities.— Dealers in securities
must use the mark-to-market accounting
method described in section 475. Under this
method, any security that is inventory to the
dealer must be included in inventory at its fair
market value. Any security held by a dealer
that is not inventory and that is held at the
close of the tax year is treated as sold at its fair
market value on the last business day of the
tax year. Any gain or loss must be taken into
account in determining gross income. The gain
or loss taken into account is generally treated
as ordinary gain or loss.
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For details, including exceptions, see
section 475, the related regulations, and Rev.
Rul. 94-7, 1994-1 C.B. 151.

Note: For tax years ending after August 5,
1997, dealers in commodities and traders in
securities and comodities may make the
election to use the mark-to-market accounting
method. See section 475(e) and (f).

Change in accounting method.—  Generally,
the corporation may change the method of
accounting used to report taxable income (for
income as a whole or for any material item)
only by getting consent on Form 3115,
Application for Change in Accounting Method.
For more information, get Pub. 538,
Accounting Periods and Methods.

Accounting Periods

A corporation must figure its taxable income
on the basis of a tax year. The tax year is the
annual accounting period the corporation uses
to keep its records and report its income and
expenses. Generally, corporations can use a
calendar year or a fiscal year. Personal service
corporations, however, must generally use a
calendar year unless they meet one of the
exceptions discussed in Item O—Personal
Service Corporations on page 7. Special
rules apply to specified foreign corporations.
See Specified Foreign Corporations  below.
For more information about accounting
periods, see Temporary Regulations sections
1.441-1T, 1.441-2T, and Pub. 538.
Calendar year.— If the calendar year is
adopted as the annual accounting period, the
corporation must maintain its books and
records and report its income and expenses for
the period from January 1 through December
31 of each year.
Fiscal year.— A fiscal year is 12 consecutive
months ending on the last day of any month
except December. A 52-53 week year is a
fiscal year that varies from 52 to 53 weeks.
Adoption of tax year.— A corporation adopts
a tax year when it files its first income tax
return. It must adopt a tax year by the due date
(not including extensions) of its first income tax
return.
Change of tax year.— Generally, a
corporation must get the consent of the IRS
before changing its tax year by filing Form
1128, Application To Adopt, Change, or Retain
a Tax Year. However, under certain conditions,
a corporation (other than a personal service
corporation) may change its tax year without
getting the consent. See Regulations section
1.442-1 and Pub. 538.

Specified Foreign Corporations

The annual accounting period of a specified
foreign corporation is generally required to be
the tax year of its majority U.S. shareholder.
For more information, see section 898.

A specified foreign corporation is any foreign
corporation:

» That is treated as a controlled foreign
corporation under subpart F (sections 951
through 964) or is a foreign personal holding
company (as defined in section 552); and

» In which more than 50% of the total voting
power or value of all classes of stock of the
corporation is treated as owned by a U.S.
shareholder (section 898(b)(2).

If the specified foreign corporation made an
election under section 898(c)(1)(B) or changed
its tax year to conform to the tax year required
by section 898, see Rev. Proc. 90-26, 1990-1
C.B. 512.

Any specified foreign corporation that wishes
to change to any U.S. tax year after March 14,
1997 (or to change to its pre-change year),
must get the consent of the IRS using the
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procedures of section 442 and the related
regulations. For more details, see Notice 95-13,
1995-1 C.B. 296.

Rounding Off to Whole Dollars

The corporation may show amounts on the
return and accompanying schedules as whole
dollars. To do so, drop amounts less than 50
cents and increase amounts from 50 cents
through 99 cents to the next higher dollar.

Recordkeeping

Keep the corporation's records for as long as
they may be needed for the administration of
any provision of the Internal Revenue Code.
Usually, records that support an item of
income, deduction, or credit on the return must
be kept for 3 years from the date the return is
due or filed, whichever is later. Keep records
that verify the corporation's basis in property for
as long as they are needed to figure the basis
of the original or replacement property.

The corporation should keep copies of all
filed returns. They help in preparing future
returns and amended returns.

Payment of Tax Due

The requirements for payment of tax depend
on whether the foreign corporation has an
office or place of business in the United States.

Foreign corporations that do not maintain
an office or place of business in the United
States must pay the tax due (page 1, line 8) in
full when they file their tax return, but not later
than the 15th day of the 6th month after the
end of the tax year.

The tax must be paid directly to the IRS (i.e.,
do not use the depository method of tax
payment described below). The tax may be
paid by check or money order, payable to the
Internal Revenue Service. To help ensure
proper crediting, write the corporation's
employer identification number (EIN), “Form
1120-F,” and the tax period to which the
payment applies on the check or money order.
Enclose the payment when the corporation files
Form 1120-F with the Internal Revenue Service
Center, Philadelphia, PA 19255.

Foreign corporations that do maintain an
office or place of business in the United States
must pay the tax due (page 1, line 8) in full
when they file their tax return, but not later than
the 15th day of the 3rd month after the end of
the tax year.

Depository Method of Tax Payment

Electronic Deposit Requirement

The corporation must make electronic deposits
of all depository tax liabilities that occur after
1997 if it:
» Maintains an office or place of business in
the U.S.
» Was required to electronically deposit taxes
in prior years;
» Deposited more than $50,000 in social
security, Medicare, Railroad Retirement, and
withheld income taxes in 1996, or
« It did not deposit social security, Medicare,
or withheld income taxes in 1995 or 1996, but
deposited more than $50,000 in other taxes
under section 6302 (such as the corporate
income tax) in either year.

See Regulations section 31.6302-1(h)(2)
for more information.

The Electronic Federal Tax Payment System
(EFTPS) must be used to make electronic
deposits. If the corporation is required to make
electronic deposits and fails to do so, it may
be subject to a 10% penalty.

Note: A penalty will not be imposed prior to
July 1, 1998, if the corporation was first
required to use EFTPS on or after July 1, 1997.

Corporations that are not required to make
electronic deposits may voluntarily participate
in EFTPS. To enroll in EFTPS, call
1-800-945-8400 or 1-800-555-4477. For
general information about EFTPS, call
1-800-829-1040.

Deposits With Form 8109

If the corporation maintains an office or place
of business in the United States and does not
use EFTPS, deposit corporate income tax
payments (and estimated tax payments) with
Form 8109. Do not send deposits directly to an
IRS office. Mail or deliver the completed Form
8109 with the payment to a qualified depositary
for Federal taxes or to the Federal Reserve
bank (FRB) servicing the corporation's
geographic area. Make checks or money
orders payable to that depositary or FRB. To
help ensure proper crediting, write the
corporation's EIN, the tax period to which the
deposit applies, and “Form 1120-F” on the
check or money order. Be sure to darken the
“1120" box on the coupon. Records of these
deposits will be sent to the IRS.

A penalty may be imposed if the deposits
are mailed or delivered to an IRS office rather
than to an authorized depositary or FRB.

For more information on deposits, see the
instructions in the coupon booklet (Form 8109)
and Pub. 583, Starting a Business and
Keeping Records.

Caution: If the corporation owes tax when it
files Form 1120-F, do not include the payment
with the tax return. Instead, mail or deliver the
payment with Form 8109 to a qualified
depositary or FRB or use EFTPS, if applicable.

Estimated Tax Payments

Generally, the following rules apply to a foreign
corporation's payment of estimated tax.

« The corporation must make installment
payments of estimated tax if it expects its
estimated tax to be $500 or more.

» The installments are due by the 15th day of
the 4th, 6th, 9th, and 12th months of the tax
year. If any date falls on a Saturday, Sunday,
or legal holiday, the installment is due on the
next regular business day.

» Use Form 1120-W, Estimated Tax for
Corporations, as a worksheet to compute
estimated tax.

« If the foreign corporation maintains an office
or place of business in the United States, and
does not use EFTPS, use the deposit coupons
(Forms 8109) to make deposits of estimated
tax.

For more information on estimated tax
payments, including penalties that apply if the
corporation fails to make required payments,
see Line 7. Estimated Tax Penalty on page
6

Overpaid estimated tax.— If the corporation
overpaid estimated tax, it may be able to get a
quick refund by filing Form 4466, Corporation
Application for Quick Refund of Overpayment
of Estimated Tax. The overpayment must be
at least 10% of the corporation's expected
income tax liability and at least $500. File Form
4466 before the 16th day of the 3rd month after
the end of the tax year, but before the
corporation files its income tax return. Do not
file Form 4466 before the end of the
corporation's tax year.

Interest and Penalties

Interest.— Interest is charged on taxes paid
late, even if an extension of time to file is
granted. Interest is also charged on penalties



imposed for failure to file, negligence, fraud,
gross valuation overstatements, and
substantial understatements of tax from the
due date (including extensions) to the date of
payment. The interest charge is figured at a
rate determined under section 6621.

Penalty for late filing of return.— A
corporation that does not file its tax return by
the due date, including extensions, may be
penalized 5% of the unpaid tax for each month
or part of a month the return is late, up to a
maximum of 25% of the unpaid tax. The
minimum penalty for a return that is over 60
days late is the smaller of the tax due or $100.
The penalty will not be imposed if the
corporation can show that the failure to file on
time was due to reasonable cause.
Corporations that file late must attach a
statement explaining the reasonable cause.
Penalty for late payment of tax.— A
corporation that does not pay the tax when due
may be penalized Y- of 1% of the unpaid tax for
each month or part of a month the tax is not
paid, up to a maximum of 25% of the unpaid
tax. The penalty will not be imposed if the
corporation can show that the failure to pay on
time was due to reasonable cause.

Trust fund recovery penalty.—  This penalty
may apply if certain excise, income, social
security, and Medicare taxes that must be
collected or withheld are not collected or
withheld, or these taxes are not paid to the IRS.
These taxes are generally reported on Forms
720, 941, 943, or 945. (See Other Forms,
Returns, Schedules, and Statements That
May be Required on page 2. The trust fund
recovery penalty may be imposed on all
persons who are determined by the IRS to
have been responsible for collecting,
accounting for, and paying over these taxes,
and who acted willfully in not doing so. The
penalty is equal to the unpaid trust fund tax.
See the instructions for Form 720, Pub. 15
(Circular E), Employer's Tax Guide, or Pub. 51
(Circular A), Agricultural Employer's Tax Guide,
for details, including the definition of
responsible persons.

Other penalties.— Other penalties can be
imposed for negligence, substantial
understatement of tax, and fraud. See sections
6662 and 6663.

Claim for Refund or Credit

If a foreign corporation has only income that is
not effectively connected with the conduct of a
U.S. trade or business and Form 1120-F is
being used as a claim for refund or credit of tax
paid or withheld at source, attach Form(s)
1042-S, 8805, 8288-A, etc., to the return to
verify the amount(s) of withholding credit
reported. Include all income from U.S. sources
on the return, even though all tax due on it was
paid or withheld at source.

If the refund results from tax that was
withheld at source, a statement from the
payer/withholding agent (or from an
intermediate nominee acting on the
corporation's behalf as the foreign recipient of
the income) may be substituted for Form
1042-S. The statement should show:

» The amount(s) of tax withheld;

» The name(s) and address(es) of the U.S.
withholding agent(s);

« The U.S. tax identification number of the U.S.
withholding agent;

» The name in which the tax was withheld, if
different from the name of the taxpayer
claiming the refund or credit; and

« If applicable, enough information to show that
the taxpayer was entitled to a reduced tax rate
under a treaty.

Special Rules for Foreign
Corporations

Source Of Income Rules

The source of income is important in
determining the extent to which income is
taxable to foreign corporations. Each type of
income has its own sourcing rules.

Interest Income

The source of interest income is usually
determined by the residence of the obligor.

Example. Interest paid by an obligor who is
a resident of the United States is U.S. source
income, and interest paid by an obligor who is
a resident of a country other than the United
States is foreign source income.
Exceptions.— The following types of interest
income are treated as foreign source income:
« Interest income received from foreign
branches of U.S. banks and savings and loan
associations.

« Interest income received from a U.S.
corporation or a resident alien individual, if 80%
or more of the U.S. corporation's (or resident
alien individual's) gross income is active foreign
business income during the testing period.

Active foreign business income  is income
from sources outside the United States
attributable to the active conduct of a trade or
business in a foreign country or U.S.
possession.

The testing period is generally the 3 tax
years of the U.S. corporation or resident alien
individual preceding the tax year during which
the interest is paid. If the payer existed for
fewer than 3 years before the tax year of the
payment, the testing period is the term of the
payer's existence before the current year. If the
payment is made during the payer's first tax
year, that year is the testing period.

« The interest allowable as a deduction to a
foreign corporation (under Regulations section
1.882-5) in figuring its effectively connected
taxable income is treated as paid by a domestic
corporation. This interest is treated as U.S.
source interest, although the actual payer of
the interest is a foreign corporation. For more
details, see Part [I—Tax on Excess Interest
on page 16.

Look-thru rule.— If the foreign corporation is
a related person to a U.S. corporation or
resident alien individual that meets the 80%
rule described above, the foreign corporation
will have foreign source income only when the
income of the payer was from foreign sources.
See section 861(c)(2)(B) for more information.

Dividend Income

The source of dividend income is usually
determined by the payer.
Example. Dividends paid by a corporation that
was incorporated in the United States are U.S.
source income; and dividends paid by a
corporation that was incorporated in a foreign
country are foreign source income.
Exceptions. Dividends paid by a U.S.
corporation are foreign source income:
« If the U.S. corporation has made a valid
election under section 936 (or section 30A),
relating to certain U.S. corporations operating
in a U.S. possession, or
» To the extent the dividends are from qualified
export receipts described in section 993(a)(1)
(other than interest and gains described in
section 995(b)(1)).

Dividends paid by a foreign corporation are
U.S. source income:

« If the dividend is treated under section 243(e)
as a distribution from the accumulated profits
of a predecessor U.S. corporation; or

» To the extent the foreign corporation's
effectively connected gross income for the
testing period (defined below) bears to all of the
foreign corporation's gross income for the
testing period, but only if 25% or more of the
foreign corporation's gross income during the
testing period was effectively connected with
the conduct of a U.S. trade or business.

The testing period is generally the 3 tax
years of the foreign corporation payer
preceding the tax year during which it declared
the dividend. If the foreign corporation existed
for fewer than 3 years before the tax year of
declaration, the testing period is the term of the
foreign corporation's existence before the
current year. If the foreign corporation declared
the dividend in its first tax year, that year is the
testing period. Regardless of source, however,
there is no tax imposed on any dividends paid
by a foreign corporation out of earnings and
profits for a tax year in which the foreign
corporation was subject to the branch profits
tax (determined after application of any income
tax treaty).

Rent and Royalty Income

The source of rent and royalty income for the
use of property is determined based on where
the property is located.

Income From the Sale or Exchange of Real
Estate

The source of this income is determined based
on where the property is located.

Income From the Sale or Exchange of
Personal Property

Income from the sale of personal property by
a foreign corporation is sourced as follows:

» Income from the purchase and sale of
inventory property is generally sourced under
sections 861(a)(6) and 862(a)(6);

» Income from the production and sale of
inventory property is generally sourced under
section 863(b)(2);

» Income from the sale of depreciable property
is generally sourced under section 865(c); and
» Income from the sale of intangibles is
generally sourced under section 865(d).
Foreign corporations with an office or fixed
place of business in the United States.—
Income from the sale of personal property
attributable to such office or fixed place of
business is U.S. source income regardless of
any of the above rules relating to the source
of income from the sale or exchange of
personal property unless the foreign
corporation is an export trade corporation (see
sections 865(e)(2)(A) and 971).

Exception: Income from the sale of inventory
property is foreign source income if the goods
were sold for use, disposition, or consumption
outside the United States and a foreign office
of the corporation materially participated in the
sale.

Other Special Rules

Basis of Property and Inventory Costs for
Property Imported by a Related Person

If property is imported into the United States
by a related person in a transaction and the
property has a customs value, the basis or
inventory cost to the importer cannot exceed
the customs value. For more information, see
section 1059A.

Page 5



Income of Foreign Governments and
International Organizations

Income of foreign governments and
international organizations from the following
sources is generally not subject to taxation:
 Investments in the United States in stocks,
bonds, or other domestic securities owned by
such foreign government or international
organization.

« Interest on deposits in banks in the United
States of money belonging to such foreign
government or international organization.

« Investments in the United States in financial
instruments held (by a foreign government) in
executing governmental financial or monetary
policy. However, the types of income described
in section 892(a)(2) that are received directly
or indirectly from commercial activities are
subject to tax. (They are also subject to
withholding.)

Specific Instructions

Period Covered

File the 1997 return for calendar year 1997 and
fiscal years that begin in 1997 and end in 1998.
For a fiscal year, fill in the tax year space at the
top of the form.

Note: The 1997 Form 1120-F may also be
used if:

» The corporation has a tax year of less than
12 months that begins and ends in 1998, and
» The 1998 Form 1120-F is not yet available
at the time the corporation is required to file its
return.

The corporation must show its 1998 tax year
on the 1997 Form 1120-F and incorporate any
tax law changes that are effective for tax years
beginning after December 31, 1997.

Address

Include the suite, room, or other unit number
after the street address. If a preaddressed label
is used, include this information on the label. If
the Post Office does not deliver mail to the
street address and the corporation has a P.O.
box, show the box number instead of the street
address.

If a foreign address, enter the information
in the following order: city, province or state,
and country. Follow the country's practice for
entering the postal Code. Please do not
abbreviate the country's name.

If the corporation's address has changed
from the last time Form 1120-F was filed, check
the box at the top of page 1.

Note: If a change in address occurs after the
return is filed, use Form 8822, Change of
Address, to notify the IRS of the new address.

Employer Identification Number
(EIN)

Show the corporation's correct EIN. If the
corporation does not have an EIN, it should
apply for one on Form SS-4, Application for
Employer Identification Number. Form SS-4
can be obtained at Social Security
Administration (SSA) offices or by calling
1-800-TAX-FORM. If the corporation has not
received its EIN by the time the return is due,
write “Applied for ” in the space for the EIN.
See Pub. 583 for details.

Page 6

Computation of Tax Due or
Overpayment

Line 4. Personal Holding Company Tax

If the corporation is a personal holding
company (as defined in section 542) but not a
foreign personal holding company, it must file
Schedule PH (Form 1120) with Form 1120-F
and report the personal holding company tax
on line 4. See section 542 and Schedule PH
(Form 1120) for details.

Line 6b. Estimated Tax Payments

Enter any estimated tax payments the
corporation made for the tax year.
Beneficiaries of trusts.— If the corporation is
the beneficiary of a trust, and the trust makes
a section 643(g) election to credit its estimated
tax payments to its beneficiaries, include the
corporation's share of the payment in the total
for line 6b. Write “T” and the amount on the
dotted line next to the entry space.

Line 6f. Credit for Tax Paid on
Undistributed Capital Gains

Enter the credit (from Form 2439, Notice to
Shareholder of Undistributed Long-Term
Capital Gain) for the corporation's share of the
tax paid by a regulated investment company
or a real estate investment trust on
undistributed long-term capital gains included
in the corporation's income. Attach Form 2439
to Form 1120-F.

Line 6g. Credit for Federal Tax on
Fuels

Complete Form 4136 if the corporation qualifies
to take this credit.

Credit for ozone-depleting chemicals.—
Include on line 6g any credit the corporation is
claiming under section 4682(g)(4) for tax paid
on ozone-depleting chemicals. Write “ODC” on
the dotted line to the left of the entry space.

Line 6i. Total Payments

Backup withholding.—  If the corporation had
income tax withheld from any payments it
received, because, for example, it failed to give
the payer its correct EIN, include the amount
withheld in the total for line 6i. This type of
withholding is called backup withholding. Show
the amount withheld in the blank space in the
right-hand column between lines 5 and 6i, and
write “backup withholding.”

Line 7. Estimated Tax Penalty

A corporation that does not make estimated tax
payments when due may be subject to an
underpayment penalty for the period of
underpayment. Generally, a corporation is
subject to the penalty if its tax liability is $500
or more, and it did not timely pay the smaller
of:
» 100% of its tax liability for 1997, or
» 100% of its prior year's tax.
See section 6655 for details and exceptions,
including special rules for large corporations.
Use Form 2220, Underpayment of
Estimated Tax by Corporations, to see if the
corporation owes a penalty and to figure the
amount of the penalty. Generally, the
corporation does not have to file this form
because the IRS can figure any penalty and
bill the corporation for it. However, even if the
corporation does not owe the penalty, complete
and attach Form 2220 if:
» The annualized income or adjusted seasonal
installment method is used; or
» The corporation is a large corporation
computing its first required installment based

on the prior year's tax. (See the Form 2220
instructions for the definition of a large
corporation.)

If you attach Form 2220, check the box on
line 7 of Form 1120-F and enter any penalty
on this line.

Section |.—Certain Gains,
Profits, and Income From U.S.
Sources That Are NOT
Effectively Connected With the
Conduct of a Trade or Business
in the United States

Include in Section | amounts received by the
foreign corporation that meet all of the
following conditions:

» The amount received is fixed or
determinable, annual or periodic (FDAP). See
examples below.

» The amount received is includible in the
gross income of the foreign corporation.
Receipts that are excluded from gross income
(e.g., interest income received on state and
local bonds excluded from gross income under
section 103) would not be included as income
in Section I.

» From U.S. sources (see Source of Income
Rules on page 5).

« Is not effectively connected with the conduct
of a U.S. trade or business. See Section Il on
page 7.

« Is not exempt from taxation. Receipts that
are exempted by code (e.g., interest on
deposits exempted by section 881(d)) would
not be included as income in Section |.

For more information, see section 881(a)
and Regulations section 1.881-2.

Amounts fixed or determinable, annual
or periodic include:

1. Interest (other than original issue
discount (OID) as defined in section 1273),
dividends, rents, royalties, salaries, wages,
premiums, annuities, compensation, and other
FDAP gains, profits, and income. Certain
portfolio interest is not taxable for obligations
issued after July 18, 1984. See section 881(c)
for more details.

2. Gains described in section 631(b) or (c),
relating to disposal of timber, coal, or domestic
iron ore with a retained economic interest.

3. On a sale or exchange of an OID
obligation, the OID accruing while the
obligation was held by the foreign corporation,
unless this amount was taken into account on
a payment.

4. On a payment received on an OID
obligation, the amount of the OID accruing
while the obligation was held by the foreign
corporation, if such OID was not previously
taken into account and if the tax imposed on
the OID does not exceed the payment received
less the tax imposed on any interest included
in the payment received. This rule applies to
payments received for OID obligations issued
after March 31, 1972.

Certain OID is not taxable for OID
obligations issued after July 18, 1984. See
section 881(c) for more details.

For rules that apply to other OID obligations,
see Pub. 515, Withholding of Tax on
Nonresident Aliens and Foreign Corporations.

5. Gains from the sale or exchange of
patents, copyrights, and other intangible
property if the gains are from payments that are
contingent on the productivity, use, or
disposition of the property or interest sold or
exchanged.



Note: For purposes of determining whether its
income is taxable under section 881(a)), a
corporation created or organized in Guam,
American Samoa, the Northern Mariana
Islands, or the U.S. Virgin Islands will not be
treated as a foreign corporation if it meets the
rules of section 881(b).

Line 9. Gross Transportation Income

A 4% tax is imposed on a foreign corporation's
U.S. source gross transportation income for the
tax year. U.S. source gross transportation
income generally is any gross income that is
transportation income if such income is treated
as from U.S. sources.

Transportation income is any income from
or connected with:

» The use (or hiring or leasing for use) of a
vessel or aircraft, or

» The performance of services directly related
to the use of a vessel or aircraft. (The term
“vessel or aircraft” includes any container used
in connection with a vessel or aircraft.)

Generally, 50% of all transportation income
that is attributable to transportation that either
begins or ends in the United States is treated
as from U.S. sources. See section 863(c)(2)(B)
for a special rule for personal service income.

U.S. source gross transportation income
does not include income that is:
» Effectively connected with the conduct of a
U.S. trade or business, or
» Taxable in a possession of the United States
under the provisions of the Internal Revenue
Code as applied to that possession.

Transportation income of the corporation will
not be treated as effectively connected income
unless:

» The corporation has a fixed place of business
in the United States involved in the earning of
transportation income, and

» Substantially all of the corporation's U.S.
source gross transportation income
(determined without regard to the rule that such
income does not include effectively connected
income) is attributable to regularly scheduled
transportation (or, in the case of income from
the leasing of a vessel or aircraft, is attributable
to a fixed place of business in the United
States).

For more information, see section 887.

Enter the foreign corporation's U.S. source
gross transportation income on line 9, column
(b). Also, attach a statement showing the dates
the vessels or aircraft entered or left the United
States and the amount of gross income for
each trip.

Additional Information Required

Be sure to complete all items on page 2 that
apply to the corporation.

Item O—Personal Service Corporation

A personal service corporation is a corporation
whose principal activity for the testing period
(defined below) for the tax year is the
performance of personal services. The services
must be substantially performed by
employee-owners. Employee-owners must own
more than 10% of the fair market value of the
corporation's outstanding stock on the last day
of the testing period.

Testing period.— Generally, the testing period
for a tax year is the prior tax year. The testing
period for a new corporation starts with the first
day of its first tax year and ends on the earlier
of:

» The last day of its first tax year, or

» The last day of the calendar year in which the
first tax year began.

Principal activity.— The principal activity of a
corporation is considered to be the
performance of personal services if, during the
testing period, the corporation's compensation
costs for the performance of personal services
(defined below), are more than 50% of its total
compensation costs.
Performance of personal services.—
Personal services are those performed in the
health, law, engineering, architecture,
accounting, actuarial science, performing arts,
or consulting fields (as defined in Temporary
Regulations section 1.448-1T(e)). The term
“performance of personal services ” includes
any activity involving the performance of
personal services in these fields.
Substantial performance by
employee-owners.— Personal services are
substantially performed by employee-owners if,
for the testing period, more than 20% of the
corporation's compensation cost for the
performance of personal services are for
services performed by employee-owners.
Employee-owner.— A person is considered to
be an employee-owner if the person:
» Is an employee of the corporation on any day
of the testing period, and
« Owns any outstanding stock of the
corporation on any day of the testing period.
Stock ownership is determined under the
attribution rules of section 318 (except that
“any” is substituted for “50%" in section
318(a)(2)(C))-
Accounting period.— A personal service
corporation must use a calendar tax year
unless:
« It can establish a business purpose for a
different tax year (see Rev. Proc. 87-32,
1987-2 C.B. 396, and Rev. Rul 87-57, 1987-2
C.B. 117), or
« It elects under section 444 to have a tax year
other than a calendar year. To make the
election, get Form 8716, Election To Have a
Tax Year Other Than a Required Tax Year.

Personal service corporations that want to
change their tax year must also file Form 1128.

If a corporation makes the section 444
election, its deduction for certain amounts paid
to employee-owners may be limited. Get
Schedule H (Form 1120), Section 280H
Limitations for a Personal Service Corporation
(PSC) to figure the maximum deduction.

If a section 444 election is terminated and
the termination results in a short tax year, type
or print at the top of the first page of Form
1120-F for the short tax year, “SECTION 444
ELECTION TERMINATED.” See Temporary
Regulations section 1.444-1T(a)(5) for more
information.

For more information about personal service
corporations see Temporary Regulations
section 1.441-4T.

Item P

Show any tax-exempt interest received or
accrued. Include any exempt-interest dividends
received as a shareholder in a mutual fund or
other regulated investment company.

Item R

Check this box if the corporation elects under
section 172(b)(3) to forego the carryback
period for a net operating loss (NOL). If this box
is checked, do not attach the statement
described in Temporary Regulations section
301.9100-12T(d).

Item S

Enter the amount of the NOL carryover to the
tax year from prior years, even if some of the
loss is used to offset income on this return. The
amount to enter is the total of all NOLs

generated in prior years but not used to offset
income (either as a carryback or carryover) in
a tax year prior to 1997 Do not reduce the
amount by any NOL deduction reported on
page 3, Section I, line 30a.

Pub. 536, Net Operating Losses, has a
worksheet for figuring a corporation's NOL
carryover.

Item T

Check the “Yes” box if the corporation is a
subsidiary in a parent-subsidiary controlled
group. The “Yes” box must be checked even if
the corporation is a subsidiary member of one
group and the parent corporation of another.
Note: If the corporation is an “excluded
member” of a controlled group (see section
1563(b)(2)), it is still considered a member of
a controlled group for this purpose.

A parent-subsidiary controlled group is
one or more chains of corporations connected
through stock ownership (section 1563(a)(1)).
Both of the following requirements must be
met:

1. 80% of the total combined voting power
of all classes of stock entitled to vote or at least
80% of the total value of all classes of stock
of each corporation in the group (except the
parent) must be owned by one or more of the
other corporations in the group.

2. The common parent must own at least
80% of the total combined voting power of all
classes of stock entitled to vote or at least 80%
of the total value of all classes of stock of at
least one of the other corporations in the group.
Stock owned directly by other members of the
group is not counted when computing the
voting power or value.

See section 1563(d)(1) for the definition of
stock for purposes of determining the stock
ownership above.

Section Il.—Income Effectively
Connected With the Conduct of
a Trade or Business in the
United States

Foreign Corporations Engaged in a
U.S. Trade or Business

These corporations are taxed on their
effecti